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November 6, 1985

SEED CAPITAL INVESTMENT PROGRAM
RULES

GENERAL INFORMATION

The Arkansas Science & Technology Authority was established by Act 859 of 1983 as
amended by Act 409 of 1985. The purpose of this Authority is to provide leadership in, and to
give direction to, a broad spectrum of programs and services designed to gain for this State and
its people, the benefits and opportunities to be redized through advanced science and
technology.

PROGRAM NAME

These rules govern the Arkansas Science & Technology Authority's Seed Capital Investment
Program.

PURPOSE

The Seed Capital Investment Program is designed to foster the formation and development of
innovative, technology-based business enterprises that will simulate the economy of Arkansas
through increased employment and leveraging of private investment.

AUTHORIZATION

The Seed Capital Investment Program is authorized by Sections 12, 13, and 14 of Act 859 of
1983 as amended by Act 409 of 1985, the same being Arkansas Statutes 6-1612, 6-1613,
and 6-1614. The power to establish rules governing this program is granted by Section 4 of
Act 859 of 1983 as amended by Act 409 of 1985, the same being Arkansas Statute 6-1604.

GENERAL PROGRAM DESCRIPTION
The Seed Capitd Investment Program will asss in the initid capitdization of Arkansas-based

enterprises that are involved with a project that is scientific or technologica in nature. The
Authority's participation will be in the form of a purchase of the qudified securities of an



enterprise, and will be available only to enterprises that can not secure sufficient capita through
traditiona capital sources.
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The Authority expects to recoup its investments through return of capita and appreciation on its
investments. The State and its citizens will benefit from these investments through increased
employment, tax revenues, and the benefits and opportunities redized through advanced science
and technology.

TYPE OF INVESTMENTS

The invesments of the Seed Capitd Investment Program may be in the form of debt financing,
equity financing, a roydty paticipation agreement, or a combinaion of such financing
arangements. In any event, the securities offered by the enterprise for purchase by the
Authority must be qudified securities.

DEFINITIONS

For the purposes of the Seed Capitd Investment Program, the following words and phrases
have these definitions:

"Enterprise” shdl mean a business with its principa place of busness in Arkansas and which or
proposes to be engaged in this State in manufacturing, research and development, or the
provision of seriesinvolving a ggnificant amount of technology.

"Initid Capitdization” shal mean financing that is provided for the development, refinement, and
commercialization of a product or process and other working capital needs.

"Investment Fund” shal mean the fund crested by Section 122 of Act 859 of 1983, as amended
by Act 409 of 1985.

"Quadlified Security" shdl mean any note, stock, treasury stock bond, debenture, evidence of
indebtedness, certificate of interet or paticipation in any profit-sharing agreement,
preorganization certificate or subscription, transferable share, investment contract, certificate of
deposit for a security, certificate of interest or participation in a patent or application therefore,
or in roydty or other payments under such a patent or application, or, in generd, any interest or
ingrument commonly known as a "security” or any certificate for, receipt for, guarantee of, or
option, warrant, or right to subscribe to or purchase any of the foregoing, provided that in the
vauation of "qualified security,” no vaue shal be placed on in-kind services.

"Scientific and Technologica Project” gl mean a project undertaken in Arkansas by an
enterprise, which project the Board shdl have determined promotes the purposes of Act 859 of
1983 as amended and otherwise benefits the State and its citizens.



Seed Capitd Investment Program Rules

3.0

31

311

312

3.1.3

314

3.15

3.16

4.0

41

ELIGIBILITY

Eligible gpplicants will be those that satisfy the following digibility requirements.

CRITERIA

The digibility requirements indude:

The enterprises principa place of businessis located in the State of Arkansas.

The enterprise must possess a fully developed, well defined business plan.

The project of the enterprise must be scientific and/or technologica in nature and promote the
purpose of the Authority by providing benefits of science and technology to the State and its
citizens.

The Authority will not consder requests from an enterprise for seed capita investment funds for
an amount in excess of $500.000.

Minority business enterprises are digible for gpplication to the Seed Capitd Investment
Program. The terms and conditions of such assstance will be consigtent with the provisons of
Act 859 of 1983

Due to conflict of interest, the Authority will not invest in any qualified security of any enterprise
owned, wholly or partialy, directly or indirectly, by any director or officer of the Authority or
any enterprise that employs adirector of the Authority.

APPLICATION PROCESS

The Authority requests thet &l potentia gpplicants complete a preliminary gpplication on aform
specified by and available from the Authority. An interview with the applicant and/or a Site visit
of the enterprise may be conducted as part of the preliminary review process by the Authority.
PRELIMINARY APPLICATION FORM

The purpose of the pregpplication is to permit a preliminary review of the project and the
enterprise by the Authority's gaff, and for the potentid gpplicant, will diminate unnecessary
work if the project or enterprise is determined not to be digible.
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The prdiminary application form shdl include:
4.1.1 Name, address, and phone number of the enterprise;
4.1.2 Contact person's name and position at the enterprise;
4.1.3 A lig of key personnd, including senior technica staff (attach resumes);
4.1.4 Amount and source of matching funds;
4.1.5 Amount, use, and timing of funds requested by the enterprise from the Authority;
4.1.6 Brief description of business of enterprise;
4.1.7 Brief description of project of enterprise and the technology involved;
4.1.8 Statements explaining the stage of development of both the company and the project;
4.1.9 Statement of economic impact, including the number, location, and type of jobs to be created;
4.1.10 ldentification of your markets and projected percentage of market share;
4.1.11 Other information as needed by the Board of Directors of the Authority.

4.1.12 Additiond information may be included with the preliminary gpplication, but it should not be
confidentia or proprietary in nature.

4.2 INVITATION FOR A FULL APPLICATION
The enterprise may be invited to submit a full and detailled application for a seed capitd
investment. The invitation will be based on a careful review of the prdiminary application to
assure that the project meets dl digibility criteria

4.3 FULL APPLICATION FORM
The applicant will be supplied with an gpplication form which will indude the following items

4.3.1 Name, address, and phone number of enterprise;

4.3.2 Nameand position of contact person at the enterprise;
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4.3.3 Anintdligent, thorough, and precise business plan which includes:
4.3.3.1 A summary of the higtory and business of the enterprise;
4.3.3.2 A description of the background of the enterprise;

4.3.3.3 A detailed description of marketing plan, management, operations plan, financid statements and
projections, product and technology involved, and other information as required by the Board
of the Authority;

4.3.3.4 A ddailed description of the amount, timing, and use of funds requested from the Authority;
4.3.3.5 A statement describing the amount and sources of the matching funds;

4.3.3.6 A detailed description of potentia economic impact including the number, location, and type of
jobs created, dollar cost per job, areas affected, and in what manner;

4.3.3.7 A dgned statement from the applicants indicating they understand the Authority's position on the
Freedom of Information Act and how it relates to confidential and proprietary information; and

4.3.3.8 Other information as needed by the Board of Directors of the Authority.
50 EVALUATION

The applications will be evaduated on the basis of merit. All applications will be reviewed by
Authority gaff for completeness. Only complete applications will be evauated. Such proposas
shdl be thoroughly investigeted by Authority staff, and may receive a prdiminary anadysis by a
Board-gppointed expert advisory committee, to assure that dl digibility criteria are met. The
findings from the daff invedigation and advisory committee andysis will be used in the
evauation by the Investment Committee of the Board of Directors. Fina investment decisons
will be made by the Board of Directors of the Arkansas Science & Technology Authority.

The Authority will attempt to evaluate and respond to each gpplicant enterprise within 30 days
of recaipt of the preliminary gpplication.

Every effort will be made by the Authority to insure a decison by the Board within 90 days of
receipt of the full application from the enterprise. An additiona four to six weeks should be
dlowed for closng.
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CRITERIA
Applications will be investigated, reviewed, and evauated according to the following criteria
Investment proceeds will only be used to cover the initia capitaization needs of the enterprise;

Evidence showing that management of the enterprise has the prior experience to operate the
business successfully, thus ensuring the enterprise has a reasonable chance of success,

The enterprise must be able to demondirate that it has been unable to secure from traditiond
capita sources sufficient capita on terms that would enhance the success of the enterprise;

The enterprise, which the Authority's investment would finance, has the reasonable potentid to
creste a substantia amount of primary employment within the State;

The entrepreneur and other founders of the enterprise have already made or are contractualy
committed to make a subgtantia financid and time commitment to the enterprise;

The securities offered by the enterprise to the Authority for purchase are quaified securities;

There must be evidence showing a reasonable possibility that the Authority will recoup at least
itsinitid investment;

Binding commitments have been made to the Authority by the enterprise for adequate reporting
of financid data to the Authority. This shdl indude a requirement for an annud or other
periodic audit of the books of the enterprise, and for such control on the part of the Authority as
the Board shdl consder prudent over the management of the enterprise, including, in the
discretion of the Board and without limitation, right and access to financia and other records of
the enterprise;

Because the Authority seeks to leverage private investment, preference will be given to those
goplicants proving a minimum 3:1 dollar maich.  Although documentation of financid
commitment from sources of matching funds is not expected at the time the gpplicant initidly
begins the application process, it is arequirement at the closing of a seed capita invesment.
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5.1.10 Other criteria as determined by the Board of Directors of the Authority.
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EXPERT ADVISORY

The Expert Advisory Committee shdl include a director of the Authority and individuas whose
expertise in specific areas will ad in the evauation of each potentid investment. Members of
the expert advisory committee will be required to sign a nondisclosure statement in order to
protect the gpplicant from unfair competition. This review and evauation will be based on the
following criteria

The management's qudifications and their ability to control growth and operate successfully;

The technology's viability and commercid applicability;

The financia condition of the enterprise;

The legd aspects of the enterprise;

The feashility of the enterprise's marketing plan;

The feasihility of the enterprise's operating plan;

The overal soundness of the business plan of the enterprise; and

Other information as needed by the Board of Directors of the Authority.

INVESTMENT COMMITTEE

The Investment Committee of the Board will evauate the inherent risk and the potentid of the
applicant enterprise by evauating the following aress.

The enterprise and its entry into the industry;

The uniqueness of the technology and the product;
The product's market acceptance;

The management of the enterprise; and

Other areas as determined by the Board of Directors of the Authority.
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54  BOARD OF DIRECTORS

The find decison to invest funds in the gpplicant enterprise will be made by the Board of
Directors of the Authority. The decison will be based on information derived from the
evauation process and the Board's interpretation of the accumulated information.

6.0 INVESTMENT AWARD

Investment funds will be disbursed by the Authority, only after the board adopts a resolution
authorizing investment in the enterprise. The resolution shdl be based on the terms and
conditions negotiated between the Authority and the enterprise and agreed upon, in writing, by
the Board of Directors of the Authority and the enterprise.

APPROVED by the Board of Directors
on this 6th day of November, 1985.

Joe Nix, Ph.D.
Secretary, Board of Directors
Arkansas Science & Technology Authority

FILED with the Secretary of State on
the 8th day of November, 1985.

Louis Ramsay
Chairman of the Board of Directors
Arkansas Science & Technology Authority



